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CANADA KEY ECONOMIC INDICATORS 


All values in Canadian $ Millions 
and represent period averages 
unless otherwise indicated. 1/ 
1979 1980 Percent 1981 Percent 


Exchange Rate: US$1.00 = C$1..17 C$1.17 Change Csi. 17 Change 


INCOME, PRODUCTION, EMPLOYMENT 

GNP (Current Prices) 260. 3b 288.1b 10.7 327.0b 
GNP (Constant Prices:1971) 129.4b 129. 6b 0.1 132. 8b 
Per Capita GNP (Current Prices, 

Thousands of C$) 11,035 12,050 9 
Private Investment (Current C$) 51,991 59,119 3. 
Industrial Production 

(1971=100) 2/ 
Unit Labor Costs In Mfg. 

(1971=100) ° 165.7 206.7 F 228.8 
Average Weekly Wages In 

Mfg. (C$) 313.52 342.0 377.9 
Labor Force (Millions) 43.2 12:5 11.7 
Average Unemployment Rate (%) 12D Teo 735 


02 13,677 
7 66, 804 


23522: 132.9 ° 135.6 


MONEY AND PRICES 
Money Supply (M1, SA) 22,946 24,423 
Interest Rates: 
Bank of Canada Rate 12.2 12.9°/ 
Chartered Bank Prime Rate 12.9 14.3 
Price Indices: 
Consumer Prices,All Items(1971=100) 191.2 210.6 
Consumer Prices, Excl. Food & 
Energy (1971=100) 172.0 188.1 
Industry Selling Price(1971=100)2/ 217.9 247.0 


BALANCE OF PAYMENTS AND TRADE 
*kOfficial International Reserves(US$SM) 3,887 4,030 
Balance of Payments: 
Basic Balance*/ -2,260 - 164 
Current Account Balance -5,098 -1,538 -4,255 
Merchandise Trade Balance 3,972 1,933 7,545 
Services Balance -9,732 -10,737 -11,800 
Merchandise Exports®/ 65,170 76,106 85,239 
U.S. Share (% of Total) 68.4 63.7 66.0 
Merchandise Imports®/ 61,198 68,153 ‘ 77,694 
U.S. Share (% of Total) 


Main Imports from U.S. (1980): Automotive vehicles and parts, C$11.8 billion; 
chemical products C$2.6 billion; equipment & tools C$6.3 billion; agricuitural 
machinery C$1.9 billion; industrial machinery C$6.3 billion. 


Footnotes: 1/ Forecast. 
2/ Labor Income per unit of output. 
3/ Essentially a producer price index. 
4/° Basic balance defined as current account balance plus balance on 
long-term capital flows. 
5/ Floating Bank Rate, introduced March 1980, set .25 percentage points 
above Thursday's 91-day Treasury Bill Tender Rate. 
6/ Balance of Payments Basis. 
*k End of period or latest data available. 
b $billions 


Sources: Statistics Canada, Bank of Canada Review, other statistical material, and 


Embassy Estimates and Forecasts. . 





SUMMARY 


The prognosis for the Canadian economy in 1981 is for a modest, 
hesitant recovery following last year's recession. Double digit 
inflation is expected to continue to dominate and distort the economy 
as it did last year and to remain the principal policy concern during 
the year. This concern has induced the Canadian government to adopt 
rather restrictive monetary and fiscal policies. 


Policy changes in both the United States and Canada have dramatically 
altered the outlook for the Canadian economy in 1981. Policy changes 
in the U.S., which are expected to improve the U.S.growth and inflation 
outlook, are expected, on balance, to have positive spill-over effects 
on Canada's economic performance over the forecast horizon. Canada's 
new energy initiative announced in conjunction with the October 1980 
budget has, however, resulted in substantial short-run deterioration 
in the outlook for inflation and private investment in Canada. 


In 1981, the Canadian economy is forecast to grow between two and 
two and one-half percent. Private investment in plant and equipment 
is expected to be the strongest sector in the economy despite the 
extremely deleterious impact of the National Energy Program on private 
investment. Residential construction will continue to exert a drag 
on economic growth through 1981 as high mortgage rates continue to 
discourage residential investment. Real consumer expenditures will 
be constrained by the eroding impact of double digit inflation on 
consumer income and expenditures. The conservative posture of the 
federal and provincial governments will limit the public sector's 
contribution to overall growth in the economy to a minimum. Recovery 
of both the U.S. and Canadian economies in the year ahead is expected 
to result in a marked increase in Canadian imports which will only 
be partially offset by increases in Canadian exports resulting in 
overall deterioration of Canada's external position. 


Over the course of the year, the Canadian dollar is expected to 
incur modest depreciation due to continued high interest rates in the 
U.S. and deterioration in Canada's current and capital accounts. This 
depreciation will be strongly resisted by the Bank of Canada. 


Despite major problems in the economy, there will be many favorable 
opportunities for U.S. exporters and investors in Canada in 1981. At 
any given point in the business cycle, there are always geographic 
regions and product or service fields in which growth is well above the 
national average. However, the economic problems will put pressure on 
the Canadian government at all levels to adopt trade-restrictive 
measures. U.S. Foreign Service posts in Canada may be able to help 
U.S. companies facing problems in trade or investment, if informed 
about then. 


This report will be much more meaningful if read in conjunction 
with the preceding report in this series, published in November, 1980. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Hesitant Recovery In 1981 


The economic outlook for Canada in 1981 is for a hesitant recovery 
following last year's recession. Double digit inflation will continue 
to dominate and distort the economy as it did last year. In addition 
to inflationary distortions which will pervade the economy, 
changes in economic policy in both the U.S. and Canada will have a 
marked influence on the Canadian economy in the year ahead. 


The Republican administration's economic package -- which is widely 
expected to improve the growth outlook for the U.S. economy and moderate 
U.S. inflation -- is expected to have separate and, to some extent, 
offsetting implications for Canada. An acceleration in U.S. growth implies 
additional real growth in Canada's exports to the u.s.1/ which, ceteris 
paribus, implies higher growth and lower unemployment in Canada. A 
decline in U.S. inflation implies improvement in Canada's inflationary 
outlook as Canadian prices are driven by underlying U.S. prices. 

Combined, higher growth and lower inflation in the U.S. will have 
offsetting implications for Canada's merchandise trade and current account 
performance: Higher U.S. growth will induce real growth in Canadian 
export volumes to the U.S., while lower U.S. inflation will result in 

a decline in the rate of growth of Canadian export prices to the U.S. 

The end result will be that improved export volumes will largely be 

offset by terms of trade losses. U.S. policy initiatives, on balance, 

are expected to have a positive impact on the overall outlook of the 
Canadian economy. Canada's October energy policy initiative is, however, 
expected to have a deleterious impact on the Canadian economy in the 

short run as both energy producers and consumers adjust to the new program. 
In the long run, the anticipated reduction in the federal budget deficit 
is expected to have a salutary effect on the economy. 


Inflation: The Dominant Problem 


In 1981, the dominant problem in the Canadian economy will continue 
to be the relentless upward advance of inflation. Moderation, if it is 
to appear at all, will not appear until very late in the year. Inflation, 
as measured by the Consumer Price Index, reached the double digit level 
in the second half of 1980 and is expected to remain about 11 percent 
through all of 1981. On average, consumer prices are expected to advance 
12 percent during the year. Sharp energy price increases, which are front 
loaded; higher food prices; accelerating wage rates; weak productivity 
growth; and currency depreciation will be the driving forces behind an 
acceleration of the inflation rate. 


Inflation accelerated sharply in the early months of this year due 
largely to changes mandated under the National Energy Program: The NEP 
mandated an immediate increase in the domestic wellhead price for oil, an 
increase in the existing refinery tax, a new 8 percent "petroleum and 
gas revenue" tax and a tax on domestic production of natural gas. The 
unilateral action taken by the federal government under the National Energy 
Program following failure of the federal and provincial governments to 
reach accord on an appropriate energy policy prompted Alberta to implement 
the first of three threatened oil production cutbacks in March. The federal 
government immediately responded by imposing a special federal levy on oil 
to offset the increased cost to the federal government of additional imports 
necessary to make up the shortfall. The price increases enumerated above 
coupled with a further increase in the wellhead price and two additional 
increases in the federal levy are expected to severely exacerbate energy 
price pressure over the course of this year. 


1/ Roughly 70% of Canada's exports are to the U.S. 





In addition to the energy price increases in 1981, food prices 
are expected to increase by 12 to 14 percent, further fuelling inflation. 
The one bright spot on the inflationary horizon is that while wage 
settlements will accelerate somewhat in 1981, wage increases will 
not keep pace with inflationary increases resulting in yet another 
year of real wage declines by Canadian workers. On the external side, 
declining U.S. inflation rates imply a deceleration in the rise of 
Canada's import prices, but this gain will largely be offset by 
continued Canadian dollar weakness. 


Real consumer expenditures in 1981 will continue to be constrained 
by the eroding impact of inflation and concomitant high interest rates. 
Marginal growth in disposable incomes coupled with modest employment 
creation in 1981 indicate sluggish growth in consumer expenditures. 
Continued growth in the participation rate in the economy will result 
in labor force growth roughly tracking employment creation resulting 
in a constant unemployment rate in 1981. 


Energy Policy Prompts Investment Retrenchment 


Private investment in plant and equipment -- the most dynamic 
sector of the economy in 1980 -- is expected to suffer severely in 
1981 under the onslaught of the National Energy Program. The energy 
program has dramatically altered the outlook for energy investment 
over the forecast horizon. The new eight percent oil and gas 
production tax on net operating income, coupled with the elimination 
or phasing out of virtually all depletion allowances has resulted 
in considerable retrenchment of planned petroleum and gas exploration 
expenditures on machinery and equipment. This coupled with the current 
lull in electrical utility investment has resulted in sharp curtailment 
of energy-related expenditures. Moreover, the hostility generated 
between the Federal Government and Alberta over energy policy has 
resulted not only in Alberta ee the first phase of a three- 
part cutback in oil production, / but has also resulted in Alberta 
refusing to grant construction licenses for two massive oil sand 
projects both of which were expected to move ahead in 1981. Alberta's 
production cutbacks have further dampened planned machinery and 
equipment expenditures while failure of the oil sands projects to 
move forward has resulted in a marked reduction in non-residential 
construction expenditures expected in 1981. 


In addition to the above-mentioned specific factors affecting 
energy-related investment, the NEP, by attempting to induce accelerated 
exploration and exploitation of frontier lands through the use of 
specific incentives will result in some shifting of exploration and 
exploitation efforts from provincial lands to frontier lands creating 
a temporary lull in energy investment during the transition period. 

The dismantling of price controls in the U.S. is also having an 
adverse impact on energy investment in Canada as some Canadian 
energy producers are shifting the focus of their operations south 
to the U.S. 


While the National Energy Program will result in short-term 
disruption, it does, however, contain provisions which will, to some 
extent, offset the disruptions expected in oil and gas exploration 
and development investment. For example, the program's specific goal 


2/ If fully implemented, the cutbacks would result in cuts of an 
average of 180,000 barrels per day. 





of providing Atlantic Canada with some access to natural gas is expected 
to lead to approval of the Maritime expansion of the trans-Quebec and 
Maritimes pipeline by the spring of this year. There should also be 
some oil refinery upgrading this year. 


In conjunction with the adverse impact of the government's new 
energy program, cyclical factors resulting in poor profit and cash 
flow performance, declining capacity utilization rates, high inflation 
and interest rates, and general economic uncertainty both in Canada 
and the U.S. have resulted in a substantial toning down of non-energy 
related business investment in plant and equipment. The fledgling 
recovery of the Canadian economy will induce only modest investment 
in plant and equipment with real growth in this sector running between 
two and four percent compared to 8.6 percent in 1980. 


Residential construction, which began to turn down in the fourth 
quarter of 1979 under advancing mortgage rates, continued to plummet 
through the first half of 1980 with minimal: activity evident during the 
second half of the year as mortgage interest rates eased briefly. 

The advance in mortgage interest rates at the end of 1980 and into 
1981 are, once again, expected to result in actual declines in 
residential construction during the early months of 1981 with 
residential construction recovering slightly by mid-year as mortgage 
rates ease and "pent-up" demand induces a degree of consumer 
acceptance of higher mortgage rates. Overall, the contribution of 
residential construction to economic growth in 1981 will be 
negligible to negative. 


Current Account -- Renewed Deterioration 


The most striking feature of 1980 was the emergence of a record 
C$8.0 billion surplus in merchandise trade, virtually double the surplus 
for 1979. This improvement was attributable exclusively to a decline 
in domestic demand for imports due to the recession in Canada. In 
volume terms, merchandise exports grew less than one percent while 
merchandise imports declined 4.1 percent. In 1981, with a resumption 
of modest growth in both the U.S. and Canada, Canadian merchandise 
imports and exports are both expected to grow in real terms, with 
import growth outpacing export growth. During the course of the year, 
the terms of trade, which were constant in 1980, should turn against 
Canada. Overall, some erosion of the unprecedented 1980 merchandise 
trade surplus is expected in 1981. Nevertheless, Canada should continue 
to reap positive rewards from the improved competitive position brought 
about by exchange rate declines since 1977. 


In 1981, the deficit on the services account is expected to 
deteriorate further primarily under pressure from a mounting debt 
service burden due to additional borrowing, higher interest rates and 
depreciation of. the Canadian dollar. Deterioration in both the trade 
and services accounts is expected to result in a marked increase in 
the size of the current account deficit. 


Fiscal Policy 


Despite the 1980 economic recession and modest growth prospects 
for 1981, the Liberals introduced a very contractionary budget in 
October of last year designed primarily to reduce the size of the 
federal deficit. The cornerstone of the budget was a new comprehensive 
National Energy Program which, inter alia, provides for price and tax 





increases on oil and natural gas which will be used to reduce the 

federal budget and finance major spending initiatives in the energy 

sector. A key element in the government's fiscal strategy is to limit 

the growth of government expenditures to the overall rate of growth 

of the economy in an effort to ensure that the federal government does 

not take an ever-increasing proportion of GNP. The government chose to 
focus on expenditure restraint rather than tax increases as the appropriate 
tactic for reducing the current untenable level of the federal deficit. 
Increases in corporate and personal income taxes were specifically 
rejected as a means for bringing the deficit under control. 


The most important aspect of the October budget was the National 
Energy Program. The program provides for a so-called "made in Canada" 
oil price which will be an average of the cost of imported and domestic 
oil. The new energy program, using a combination of indirect taxes and 
subsidy programs, will shift the burden of subsidizing crude oil imports 
from the federal government to the consumers of oil. The federal 
subsidy on crude oil imports was just under C$4 billion in 1980. 


In addition to energy pricing, the NEP also focussed on revenue 
distribution in an effort to shift the share of oil and gas revenue 
flows away from the current distribution of 10/45/45 for the 
federal government, the producing provinces, and the petroleum companies 
respectively to an approximate distribution of 24/43/33. Under the 
revenue redistribution scheme, it is clear that the oil and gas 
producers are intended to bear the brunt of the Federal Government's 
desire for an increase in net operating income from oil and gas 
production. This redistribution will be effected through the following 
tax measures: the reduction or elimination of depletion allowances 
available for energy exploration and development; the imposition of a 
petroleum and gas revenue tax of eight percent of net operating income 
from oil and gas production; the imposition of a petroleum compensation 
charge; the imposition of a natural gas tax; and extension of the oil 
export charge to certain fuels. 


Partially offsetting these revenue gains will be a fifty percent 
sharing of the Federal Government's crude oil export tax revenues with 
the producing provinces of Alberta and Saskatchewan. In addition, the 
NEP included a "petroleum incentives program" which provides grants 
in support of energy exploration and development and a program of grants 
to assist conversion of oil furnaces to other sources of fuel and an 
expansion of the insulation program. The petroleum incentives program, 
which will replace the depletion incentives which are largely being 
phased out, will favor exploration and development in frontier lands 
and will be heavily weighted in favor of Canadian-owned corporations. 
On balance, the federal deficit is now expected to stabilize at about 
C$12.5 billion in 1981. 


Monetary Policy 


Despite an acceleration in the rate of price increases, volatile 
interest rates, and extreme financial uncertainty, the Bank of Canada 
continued to pursue a policy of gradualism in 1980 whereby the Bank 
endeavoured to reduce the rate of growth of the money supply over time 
to a level consistent with price stability within the economy. At this 
juncture it appears that despite considerable instability within the 
economy, the Bank of Canada will continue to pursue the same policy 
in 1981. In February, the Bank of Canada announced a new target 
range ior the growth of Ml of plus or minus two percent from the 





center of a four to eight percent growth cone emanating from a three- 
month base period centered on September, 1980. This new target range 
clearly indicates a very restrictive monetary stance when one considers 
the double digit inflationary outlook facing the Canadian economy in 


1981. 


Broadly speaking, the Bank's objective of reducing the growth 
of the money supply, as measured by Ml, to levels consistent with 
the current target range is effected through interest rate setting 
and liquidity control. In an effort to depoliticize interest rate 
policy, the Bank of Canada adopted a floating bank rate -- the trend 
setting rate -- which is set one-quarter percentage point above the 
average weekly tender for 91-day treasury bills issued by the Government 
of Canada. Adoption of a floating bank rate in March of last year 


was extremely fortuitous given the volatility of North American 
interest rates. 


In 1980, general weakness of the Canadian dollar and massive 
amounts of interest sensitive funds in North America forced the Bank 
of Canada to move Canadian interest rates generally along with U,S. 
interest rates. When Canadian interest rates, particularly short-term 
rates, fell below comparable U.S, interest rates large short-term 
capital flows exerted extreme downward pressure on the Canadian dollar. 
Consequently, exchange rate considerations were at times at cross 
purposes with monetary policy objectives during 1980. To the extent 
interest rate volatility continues in the U.S., Canada will have little 
control over its own monetary policy. At times, the Bank of Canada is 
able to offset its loss of control over interest rate policy by 
controlling the level of liquidity available to the banking system 
through controlling the availability of reserve assets in the system. 
This offsetting ability is, however, extremely limited and cannot 
completely offset its loss of interest rate control. 


Demise Of A Petro-—Currency 


The value of the Canadian dollar, of late, has been dominated by 
relative interest rates: when U.S. market rates move above Canadian 
rates for comparable market instruments the Canadian dollar comes 
under immediate severe downward pressure., The North American foreign 
exchange market has virtually ignored underlying fundamentals and has 
been dominated by yolatile short-term capital flows. The Bank of 
Canada has countered this frequent pressure through substantial market 
intervention financed by a depletion of foreign exchange 
reserves, gold sales, and drawdowns from credit lines with Canadian 
and foreign banks. Despite this resistance, the Canadian dollar has 
recently experienced periodic sharp temporary depreciation, Overall, 
however, the Canadian dollar incurred only modest depreciation during 


1980. 


This year, the Canadian dollar is expected to experience continued 
stress induced by high U.S. interest rates and deterioration in the 
Canadian current account. Depreciation of the Canadian dollar will be 
firmly resisted by the Bank of Canada. Nevertheless, modest depreciation 
is likely. The periodic psychological boosts received by the Canadian 
dollar in 1980 due to announced new energy discoveries are not likely 
to reoccur this year as any announcement effect will, by and large, be 
offset by the extremely unsettled energy situation. 





IMPLICATIONS FOR THE UNITED STATES 


U.S. exporters of goods and services already have a very high 
percentage of the Canadian market in almost all categories. This 
should not be grounds for complacency. Other major exporting countries 
are increasing efforts to cut into our market share. U.S. firms which 
are not prepared to improve delivery times, financial terms and after- 
sales service will often find themselves replaced by European or 
Japanese suppliers. However, Canada remains the best country in the 
world for a new U.S. exporter to get started in. 


High levels of profits and retained earnings in Canadian industry 
(especially export industries) over the past several years continue to 
contribute to investment in plant and equipment. However, declining 
profits mean that, increasingly, modernization and re-tooling, rather 
than additions of new capacity, are the name of the game. This does 
not mean that pessimism prevails. On the contrary, there is considerable 
cautious optimism. In a recent survey of business intentions, 54 
percent of the executives responding expected to have higher capital 
spending at the mid-year than at the first of the year. Twenty-five 
percent of the respondents expected economic conditions to improve over 
the next six months, compared to only 10 percent with similar expectations 
during the first half of 1980. 


The deterioration of the current account side of the balance of 
payments is bound to cause some worry among Canadian government officials 
concerned with trade. Canada's energy trade surplus is shrinking, and a 
likely further drop in 1981 will contribute to the unease. The large 
1980 overall trade surplus is little consolation since it did not de- 
rive from economic strength (i.e., increasing exports) but from weakness 
(i.e., decreasing imports). Exporters should be aware of the possible 
use of a variety of tariff and non-tariff devices such as increased 
anti-dumping investigations, increasing valuation of imports for 
assessment of duties, breaking up tariff classifications and distributing 
the items among other tariff classifications at higher rates of duty 
and/or with much stricter end-use provisions, simply raising tariffs on 
unbound items, changing interpretations of "made-in-Canada" items, or 
taking an extremely narrow view of the definitions of low-tariff items 
and very broad definitions of high-tariff items. U.S. firms encountering 
these or similar problems are asked to bring them to the attention of 
the Department of Commerce or the U.S. Embassy in Ottawa, since (A) we 
may be able to help with the specific problem, and (B) a single report 
might alert us to the existence of a broad commercial policy problem. 


Reductions in Tariff and Non-Tariff Barriers to Trade 
The long and arduous Multilateral Trade Negotiations (MIN) which 


ended last year are beginning to show results. Beginning January 1,1981, 
Canada (and other participating countries) made the first in a series of tariff 





reductions phased over the next seven years. Canada also began to meet 
some of its obligations to reduce non-tariff barriers. For the present, 
the most significant involves the opening of some Canadian federal 
government procurement to foreign bids. This involves only those 
specific government agencies and/or products specified in the agreement. 
All prospective bidders must have their names placed on the appropriate 
product source list by the Canadian Department of Supply and Services. 
Write to: Executive Secretary, Supply and Services Canada, Place du 
Portage, Phase III, 11 Laurier Street, Hull, Quebec, Canada K1A 0S5. 


The Department of Commerce will publicize Canadian government tender 
notices in Commerce Business Daily as they are received. Any U.S. 
businessperson who has a problem related to Canadian implementation of the 
MIN Agreements should inform the Department of Commerce or the Embassy at 
Ottawa. Booklets explaining each MIN agreement are available from the 
Trade Advisory Center of the Department of Commerce. 


Foreign Investment 


While Canada's ability to generate sufficient internal investment 
for its own needs has been seriously affected by the National Energy Policy 
(page 5 above), Canada still ranks as a reasonably profitable and secure 
area for foreign investment. In comparison with most other countries of 
the world, Canada is high on the list for stability of government and low 
political risk in most sectors. Most observers seem to believe the 
government's claim that the energy field is unique and that its actions in 
this field--some of which are questionable in terms of Canada's obligations in 
the GATT and the OECD--are not a precedent for other industrial sectors. 
Moreover,it is widely believed that the government will amend some of the 
features of the NEP which have attracted the most opposition in Canada and 
abroad. 


The Canadian government's view of foreign (especially U.S.) investment 
is somewhat ambivalent. While it is generally recognized (though seldom 
publicly stated) that U.S. investment has done a vast amount of good for 
Canada, the present government feels a strong political urge to reduce the 
foreign (i.e., U.S.) presence in certain areas, most notably, energy. The 
NEP is designed (A) to reduce foreign control over the energy sector from 
over 70 percent to 50 percent by 1990; (B) to give Canadian-owned companies 
advantages in future oil and gas exploration in Canada and its coastal waters; 
(C) to maintain energy prices to Canadians at below world levels, in order to 
provide Canadian firms an advantage in exports; (D) to create a strong public 
sector presence (Petrocanada) in petroleum exploration, production and 
marketing; and (E) to provide greater opportunities for Canadian industrial 
suppliers to the energy sector. The NEP has aroused considerable 
controversy in Canada, and some of its features are deeply bound up in the 
current acute disagreement between the federal government and the government 
of Alberta. That problem, in turn, is unlikely to be solved until some 
agreement is reached in the great constitutional debate mentioned in the 
November, 1980 issue of this report. In the meantime, prospective U.S. 
investors in Canada should take care to have specialized legal advice and 
should consult the Department of Commerce or the Embassy if they feel they 
are not getting fair and equitable treatment. 





OUTLOOK BY REGIONS 


It cannot be emphasized too often that Canada is a vast country in 
which each region has its own distinct economic rhythm and market 
characteristics. Even when the country-wide economic statistics are not 
very good, some geographic areas and some product/service groups will be 
booming. U.S. firms wanting to export to Canada must do some homework to 
see where their efforts should most profitably be directed. 


Ontario: Ontario is a bigger market than the vast majority of the countries 
of the world. However, the economy is very sluggish, with growth estimated 
at about one percent for 1981. That will be better than 1980, and an 
improvement over early predictions for 1981. 


The Ontario economy in 1981 is likely to be led, again, by private sector 
investment. Areas likely to show strongest increases include chemicals, 
primary metals, transportation and forest products. Construction, 
particularly housing, is likely to remain in the doldrums pending a significant 
drop in interest rates. Good possibilities exist for U.S. exports in energy 
management systems, air filters and other pollution control equipment and 
electronic components. Government projects which may provide opportunities 
for U.S. exporters include electrification of commuter rail services in the 
Toronto area, use of excess steam heat at nuclear plants to encourage 
investments in synthetic fuels, chemicals, minerals and food production, rail, 
shipyard and harbor improvements, establishment of a $100 million government- 
private sector biotechnology company and establishment of research centers to 
help develop technology for auto parts and microelectronics. 


Quebec: This French-speaking province produces nearly one-fourth of Canada's 
GNP. The year 1980 saw zero economic growth. For 1981, growth of about 

1.5 percent is expected, assuming some rebound in the U.S. economy and in the 
rest of Canada. Investment in manufacturing rose by 21 percent, concentrated 
in textiles, transportation equipment, pulp and paper, and base metals. This 
high rate of investment, which appears to be continuing in 1981, should show 
returns this year in increased productivity. Public sector investment will 
be less of a factor over the next couple of years due in large part to an 
increased provincial budgetary deficit. However, discussion continues about 
building hydroelectric capacity for export to the U.S. 


Interest in U.S. products continues at a high level in Quebec. Unusually 

good opportunities exist at present for electric transmission and distribution 
equipment, motors and generators, electrical lighting and wiring equipment, 
and communication equipment as well as high quality tableware, cookware and 
metal kitchenware. Other opportunities exist for pumps and standard valves, 
do-it-yourself equipment and items for home refurbishing, and security 
equipment for home and office. 


Alberta: The Alberta economy registered a real growth of 6 percent in 1980 
(GDP grew to C$38 billion), but the province's 5-year petroleum boom is 
definitely slowing. Real economic growth during 1981 is widely expected to 
decline to about 4 percent due to the continuing provincial-federal conflict 
over the federal share of petroleum revenues and the "Canadianization" of 
energy resources under the National Energy Program (NEP). The most dynamic 
of Canadian provinces will be the hardest hit by the NEP. Plans to build 





two major synthetic oil plants (estimated investment of C$20 billion) 

have been postponed and oil well drilling activity is expected to decline 
by some 40 percent during the year. However, the short term economic 
uncertainties in the oil and gas sector are not expected to greatly affect 
the other sectors of the provincial economy, at least in 1981. Agriculture, 
construction (helped by the "pre-build" portion of the Alaska Highway Gas 
Pipeline) and most service industries are all expected to exceed the growth 
rates attained in 1980. Manufacturing and retail trade will probably remain 
at about the same levels as in 1980 and development of petrochemical plants 
could go far to help offset the downturn in the oil and gas sector. In 
addition, the Provincial Government will probably stimulate development in 
the forestry and coal industries. U.S. exporters will find their greatest 
potential markets in the following product areas - equipment and materials 
for the oil and gas industry (this sector will continue to be important in 
spite of the effects of the NEP), capital items for major petrochemical 
projects, including process control instrumentation, construction equipment 
for industrial and commercial construction projects, and mining machinery 
and excavating equipment for. the coal industry. Alberta has a favorable 
attitude towards foreign investment provided potential investors adhere to 
policies encouraging local procurement of competitive goods and services. 


British Columbia: The strength of British Columbia's economy during 1980 
surprised even the experts. Real growth is estimated at three percent. Very 
buoyant domestic investment and continuing high levels of consumer spending 
were the main features of the economy last year. For 1981, the economy 
should expand at 3 to 3.5 percent, considerably above the national average. 
Domestic investment will continue to be a strong growth factor. Over the 
longer haul, the Ministry of Finance sees real growth during the 1982-85 
period averaging around five percent. Even without a major manufacturing 
sector, British Columbia shows healthy diversification, which normally 
enables it to weather temporary declines in a particular sector. Thus, for 
example, the negative impact of the National Energy Program will not affect 
British Columbia as severely as Alberta. While construction is not expected 
to equal last year's very impressive 29 percent increase, investment in 
mining (see below) and residential construction in particular will remain 
especially strong. 


The 1981 provincial budget contains some significant tax increases and 
actual government spending is slated to increase almost 17 percent. The tax 
increases are aimed mainly at the consumer rather than business and investment. 


British Columbia's two billion dollar, diversified mining industry is in the 
midst of major capital expansion, and a wide range of equipment will be 
required in the months ahead. For the longer term, the large-scale 
development of the province's northeast coal deposits offer significant 
opportunities for U.S. suppliers as not only new mines but rail spurs and 
mainline upgrading, port and townsite development will be involved. Another 
area of anticipated major future investment is the petrochemical industry. 
One large methanol plant is already under construction (in Kitimat) and a 
variety of proposed projects are awaiting government review. British Columbia's 
natural gas surplus and falling export sales to the United States are 
stimulating the search for alternative uses for the resource. 
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In addition to previously reported areas of opportunity such as pollution 
control equipment and high technology medical care equipment, one other area 
worth singling out is that of advanced office equipment. The recent and 
continuing large expansion of new office complexes and the healthy growth 

of the service industries in the province should make this a fertile field 
for some time to come. 


Prairie Provinces: During 1980, there was no real growth in the economy 

of Manitoba and about 1.5 percent growth in Saskatchewan. Economic activity 
is expected to accelerate in 1981 in both provinces but in different 
activities. A recovery in drought-stricken agriculture will contribute 
Significantly. However, mining and manufacturing, which are expected to grow 
considerably in Saskatchewan, will probably remain constant in Manitoba. 

In Saskatchewan, steel production is expected to be steady, especially in 
large diameter line pipe, and production capacity for potash will be expanded. 
In Manitoba, further expansion in the aircraft industry is expected as well 
as some expansion in the small but growing electronics industry. Sales of 
farm machinery should increase in both provinces. Mining is expected to play 
an increasingly important role in both provinces. Several large-scale 
mining projects are being planned. In Manitoba, a $500 million potash mine 
is planned by the International Mining and Chemical Corporation. Alcoa is 
planning a $500 million aluminum production and processing facility which 
would be built in tandem with the $500 million government-sponsored hydro- 
electric development project. Plans for other hydroelectric plants are moving 
forward, but there has been a delay in construction of a power line between 
Manitoba and Nebraska. In Saskatchewan, plans for a $500 million uranium 
mine. at Key Lake are nearing completion, while Esso Resources of Canada is 
planning another uranium mine at Midwest Lake which could cost $600 million. 


Atlantic Provinces: The economies of Canada's Atlantic Provinces should 
experience modest increases in real growth in 1981 but in general will continue 
to lag behind the national average. Newfoundland could be the exception, 
with increasing activity in oil and gas exploration likely to stimulate 
growth at a rate of 3.5 percent. All of the Atlantic Provinces found that 
their traditional strength in agriculture, forestry and mining plus the 
recent developments in oil and natural gas, helped them cushion the 
recessionary trend in the North American economy in 1980, but many sectors 
were hard hit by high interest rates and inflation. Continued strength in the 
resource sector provides the foundation for the projected growth in 1981. 
Some energy-related major projects planned for 1981 and beyond are at the 
mercy of national policies and other influences beyond regional control. If 
these projects move ahead on schedule, present growth estimates could prove 
low. Mining shows excellent prospects in at least two provinces: New 
Brunswick and Nova Scotia. In the former, potash expansion plans are under 
way while in the latter coal mining is expanding. New Brunswick will also 
see a total of $500 million in modernization expenditures on pulp and paper 
plants, including a project by Fraser Inc. at Atholville. In addition, a 
$100 million regional hospital construction project is in progress at 

Saint John. There is an ongoing program to improve the port of Saint John. 
Agricultural output should show an increase in all these provinces. Strong 
efforts are being made to attract tourism. 
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